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TrENdWaTCH
Variable annuities are hot investment
products, but are they right for your
clients? A variable annuity is a contract
between your client and the insurance
company in which he or she invests a
specified amount. Upon the client’s
death or at a specified date, the insur
ance company will pay the money
invested, plus any net gains, to either
your client or his or her beneficiaries.
The proceeds are subject to taxes, unlike
life insurance proceeds paid upon death.
Variable annuities have attractive fea
tures, such as different investment vehi
cles to choose from, tax- deferred
income and freedom to switch invest
ments portfolios without charge or tax
liability. Despite these features, variable
annuities have annual fees and redemp
tion charges that can offset the deferredtax benefits. The annual charges can
reduce the investment returns by 2%. If
your client decides to redeem the annu
ity, the money withdrawn will be subject
to a 10% penalty tax and income taxes.
Therefore, your client may find variable
annuities are not what he or she bar
gained for and should consider other
investment vehicles. Financial World,
July 6, 1993, pp. 62-63.
Although the guaranteed rate of U.S.
savings bonds has dropped, they are
still attractive investments. Beginning
March 1993, the guaranteed interest rate
on EE bonds, if held for at least 5 years,
and HH bonds dropped from 6% to 4%.
For EE bonds purchased between
November 1986 and February 1993, and
held beyond their 18-year maturity peri
od, the current rate of 4% applies during
Continued on page 2

Distributions from
Qualified Plans and the
New Withholding Rules
By Gene Rubenstein
Gene Rubenstein, Qualified Pension
Administrator with Tofias, Fleishman,
Shapiro & Co., P.C., Cambridge, MA,
explains qualified plan distributions
under the new withholding rules.

Many CPAs have been in a position
where they have been asked to advise a
client on the mechanics of taking a distri
bution from a qualified retirement plan.
The rules governing these distributions
have remained fairly uniform in the past,
but since January 1, 1993, new statutory
requirements were adopted that must be
met by every plan when a distribution is
made. These changes were brought about
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Dynasty Trusts: Another Important Tax-Saving Tool
By Darryl D. Ott and
Michael P. Hanley
Darryl D. Ott, Esq., principal at Morgan,
Miller & Blair, Walnut Creek, CA, and
Michael P. Hanley, principal at First Finan
cial Resources, Walnut Creek, CA, explain
how using dynasty trusts, combined with the
gift tax annual exclusion and life insurance,
can be useful estate-tax reducers.

The federal estate tax and the genera
tion-skipping transfer tax are major barri
ers today to the transfer of wealth in the
United States to children, grandchildren
and other generations. However, one
technique for overcoming these barriers is
the dynasty trust. A dynasty trust allows
wealthy individuals to create a legacy for
AICPA PFP Division

future descendants that will not be deci
mated by the 55% transfer tax on each
transfer between generations.
This article discusses how to design a
dynasty trust using the gift tax annual exclu
sion and life insurance, and demonstrates how
a dynasty trust reduces estate taxes.
Gift Tax Annual Exclusion
The gift tax annual exclusion is a key
element in structuring a dynasty trust. The
exclusion allows each estate owner to give
$10,000 each year to as many people as he
or she desires. While with larger estates
this dollar amount may not seem signifi
cant, when such an exclusion is consis
tently utilized in an organized and planned
Continued on page 2
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TrEndWaTCH
Continued from Page 1

the 12-year extended period, until the
Treasury Department revises the interest
rate. After 30 years, the EE bonds stop
earning interest. If investors elect to
exchange their pre-March 1993 EE
bonds for HH bonds, they should be
aware that they will lose the benefit of
the guaranteed 6% rate. Despite the
drop in the guaranteed interest rate, EE
and HH bonds are still good investments
for several reasons. For example, EE
bondholders can elect to defer taxes and
interest income for up to 30 years and
HH bondholders can receive taxable
interest income semiannually for up to
20 years, thus providing a guaranteed
stream of income. Practical Accountant,
June 1993, pp. 37-42.

By understanding what causes con
sumers to seek professional help,
financial planners can do a better job
of serving them and generating new
business. A Maritz Marketing Research
telephone survey revealed that people
hire professionals to do their financial
planning because of their expertise.
Respondents were asked whom they
would ask to do their financial plan
ning—themselves, a friend, a relative or
a professional. Out of 1,000 respon
dents, 37.7% said they would hire a pro
fessional, and 41% of those respondents
cited that they would do so because a
financial planner was more knowledge
able than they were. The survey indicat
ed that men and women are equally like
ly to turn to financial planning
professionals for help. Therefore, finan
cial planners need to stress their finan
cial planning expertise when marketing
their services to current and potential
clients. American Demographics, July
1993, pp. 34-38. ♦

Dynasty Trusts: Another Important Tax-Saving Tool
Continued from Page 1
manner over a number of years, it can cre
ate substantial tax savings and wealth
increases for the estate owners and their
families. The tax benefit of the exclusion
can and should be coupled with another
basic principle of wealth-transfer plan
ning that is often overlooked—the finan
cial power of compounding of investment
returns. Many times, estate owners focus
only on the interest or dividends currently
being received, but the appropriate invest
ment return that should be analyzed and
compared is the total of the current
income benefits plus the capital growth of
the investments. With a wealth-transfer
plan consistently implemented over a
period of time and with after-tax invest
ment returns that are fairly low (which
also means low investment risk), estate
owners will realize substantial increases
in the value of their estate for their own
benefit and the benefit of their families.
An increase of even 1% or 2% percent in
the realized after-tax investment returns
will create significant differences in the
future value of the estate assets.

Life Insurance
Another key element in structuring
dynasty trusts is life insurance. Assets
that have the most potential to appreciate
in value are selected for dynasty trusts.
Life insurance is generally selected for its
benefits, such as leveraging and potential
ly instantaneous wealth increases, that
other investments do not have. However,
a dynasty trust does not have to purchase
life insurance.
There is a variety of insurance products
available, but the most important product in
the context of a dynasty trust is the “secondto-die” policy that insures two lives and only
pays the amount of the proceeds upon the
death of the second insured person. Thus, the
cost is substantially reduced with such a pol

icy, versus an individual policy.
The amount of life insurance to be pur
chased is based on the anticipated amount of
federal estate tax payable at the death of the
surviving estate owner and the amount of the

."..[P]urchase enough life
insurance . . . to preserve the
current estate values intact
(on a present-value basis) for
the benefit offuture genera
tions, after the payment in the
future offederal estate taxes
and the generation-skipping
transfer taxes. ”
generation-skipping tax payable upon the
distributions to the grandchildren. A rule is to
purchase enough life insurance now to pre
serve the current estate value (on a present
value basis) for the benefit of future genera
tions, after the payment in the future of
federal estate taxes and the generation-skipping transfer taxes. The calculation of the
appropriate amount of life insurance to pur
chase now is a complicated process, but
qualified professionals are aware of these
techniques and have come to understand that
the wealth-transfer planning process
involves these types of quantitative analyses.

Dynasty Trusts
A dynasty trust is a wealth-transfer
planning tool that is designed to take
advantage of the tax exemptions and
exclusions and the financial estate build
ing principles that have just been dis
cussed. The term dynasty trust originates
from the fact that the ultimate distribution
of the estate assets is deferred to later gen
erations. It is an irrevocable trust that usu
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PLANNER
ally provides benefits for the children and,
ultimately, the grandchildren of the estate
owners. The trust generally purchases life
insurance on the lives of the estate own
ers. Because of the leveraging benefits
generally realized through life insurance

“Dynasty trusts are designed
and implemented based
on the technique of leverag
ing . . . This leveraging,
coupled with a prudent and
disciplined investment
plan . . ., can and will pro
vide major benefits for estate
owners and their families. ”
and the leveraging built into the dynasty
trust through the use of the gift tax annual
exclusion and the generation-skipping
transfer tax exemption, life insurance ulti
mately provides substantial benefits for
the family of the estate owners.
The premiums on the life insurance
policies are paid each year from cash gifts
made to the dynasty trust by the estate
owners. These gifts utilize the gift tax
annual exclusion so that the filing of gift
tax returns is not required. Both of the
estate owners are entitled to make
$10,000 annual gifts, or a total of $20,000,
to the dynasty trust for each of their chil
dren and, if it becomes necessary to pro
vide enough cash to pay the policy premi
ums, for their grandchildren as well. (If
this annual exclusion is restricted or elim
inated, there may be a technique using a
charitable remainder trust to permit the
transfer of sufficient cash into the dynasty
trust.) The estate owners should also seri
ously consider currently using all or some
portion of their combined federal estate
tax exemption equivalents (now $600,000
each), possibly by a transfer of other
assets to the dynasty trust.
The cash realized from the life insur
ance policies at the death of the survivor
of the estate owners is made available to
the estate of the survivor to pay the feder
al estate taxes at that time, either through

Table

Family Wealth Transfer Comparison: Dynasty Trust vs. Outright Transfers
Assumptions:
$1,000,000
8%
30
55%
(with temporary 60% rate)
Gift Tax Rate:
0%
Generation-Skipping Transfer Tax Rate
0%
Initial Principal
Annual Growth Rate
Length of Generations
Maximum Estate Tax Rate

End of Year

Dynasty Trust
Value

Estate Taxes If No
Dynasty Trust
Is Used

Net Value of Assets
If No Dynasty Trust
Is Used

Inception
10
20
30
40
50
60
70
80
90

$1,000,000
2,158,925
4,660,957
10,062,657
21,724,521
45,901,613
101,257,064
218,606,406
471,954,834
1,018,915,089

0
0
0
4,985,594
0
0
28,098,808
0
0
127,236,899

$1,000,000
2,158,925
4,660,957
5,077,063
10,960,998
23,663,973
22,989,934
49,633,543
107,155,096
104,102,917

loans to or by the purchase of assets from
the estate. However, the life insurance
proceeds themselves are not subject to the
federal estate tax at the death of the sur
vivor, which is one of the major “wealth
building” benefits of the dynasty trust.

Transferring Wealth
After the death of the estate owners,
the trustees of the dynasty trust (who can
be their children or an institutional trustee,
such as a bank) may retain assets pur
chased from the estate owners and make
investments in financial markets. It is dur
ing the lifetimes of the children that the
financial planning principle of com
pounding of investment returns starts to
go to work. The assets invested prudently,
generally with professional assistance,
can be expected to increase in value while
the children are alive and, even more
important, will be available for the trustee
to make distributions to the children for
their needs. The table above compares
family wealth transfers using a dynasty
trust versus outright transfers at 30-year
intervals, reduced by federal estate taxes
at the anticipated new rates. Note that the

AICPA PFP Division

amount available for the estate owners’
descendants has already nearly doubled,
even after only the first 30 years.
Generally, after the death of each of the
children, a portion of the assets of the
dynasty trust is allocated and ultimately
distributed to that child’s descendants. It
is at the time of these distributions to the
grandchildren that the generation-skipping transfer tax may become payable.

Technique of Leveraging
Dynasty trusts can be a useful estate
planning tool for clients who want to pro
vide for their future descendants and
reduce their estate taxes. Dynasty trusts
are designed and implemented based on
the technique of leveraging, which, in this
context, means using the gift tax annual
exclusions, the federal estate tax unified
credits, the generation-skipping transfer
tax exemptions, the payment of planned
amounts of gift taxes and the purchase of
life insurance. This leveraging, coupled
with a prudent and disciplined investment
plan in the financial markets, can and will
provide major benefits for the estate own
ers and their families. ♦
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PLANNER
The Three Biggest Mistakes
CPAs Make In Marketing
Financial Planning Services
By Allan S. Boress
Allan S. Boress, CPA, president of Allan
S. Boress and Associates, Ltd., of Coral
Springs, FL, a business-development con
sulting firm that specializes in helping
CPA firms expand their practices, identi
fies three of the most common mistakes
that CPAs make in marketing their finan
cial planning services.

Over the last 13 years, I have observed
the mistakes of many CPAs in marketing
themselves, their practices and their ser
vices. This article identifies the most
common and critical errors CPAs make
when they invest their priceless time,
effort, energy and resources in marketing
financial planning services. If you can
avoid these errors, your marketing effec
tiveness will improve dramatically.

Mistake #1: Having the WRONG
EXPECTATIONS About Marketing
Take a moment and think about this
question before you answer it: What’s the
purpose of marketing a tangible item like
a personal computer or an automobile? To
create a desire? To get the name out? To
get product information into the hands of
the buyer? To “build a reputation”? NO!
The only purpose of marketing a tangi
ble item is to sell it immediately—right
now! The seller wants you to march into
that dealership and buy their new
Fuzzmobile this very minute. At the high
est possible price — whether you need it
or not. And, you will buy the tangible
item because of the item itself.
How many of us have had to live
through that humbling experience known
as purchasing an automobile? If the deal
er has the car you want, at the right price,
are you going to buy it even if the sales
person is not necessarily pleasant or pro
fessional with you? You either like the tie
you’re looking at in the store, or you do
not. The personal interaction with the sell
er has less to do with the purchase than the
item itself does.
But that isn’t how people buy profes
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sional, intangible services. With an intan
gible professional service, there’s nothing
to see, hear, feel or smell.
Here’s proof about the way people buy
intangible services vs. tangible items. Do
you get a lot of telephone calls asking for
financial plans, where people want to buy
right over the phone? Is there a lot of
walk-in traffic during tax season, with

“You don't have to invest a
fortune on marketing to be
effective at it. You . . . have to
get involved in the marketing
effort and. . . carry out the
actions personally. ”

people just marching right into your office
from the street with their tax returns, as if
they were just going for a haircut? Do
your clients buy your professional ser
vices “right off the shelf,” with little inter
action from you? I don’t think so.
You need to take a hard look at what
people are really buying when they pur
chase professional services — THEY
ARE BUYING YOU. No matter what
firm you work for, big name or no name,
the ultimate decision to purchase is based
on interaction with real human beings.
True, if you spend an absolute fortune
on advertising and entertaining and “get
ting the word out,” about five years from
now the community will more readily rec
ognize who you are and what you do.
Name recognition does not come
overnight or inexpensively. But all that
will possibly do is open the door a little
wider. You still will get retained—or not
retained—after they meet you.
Don’t ever forget this marketing
axiom: People buy other people, not
firms. Whether you work for the best
known firm in town or the oldest firm in
town, the ultimate decision to use you for
financial planning is based on human
interaction.
That’s good news: You don’t have to
invest a fortune on marketing to be effec
AICPA PFP Division

tive at it. You will, however, have to get
involved in the marketing effort and be
willing to carry out the actions personally.
Many CPAs think that if they conduct
one seminar or run an ad, they’re going to
get business from it. That’s not how it
works (although you could get lucky, con
ceivably).
Please don’t forget this second market
ing axiom, either: Marketing is a process,
not an event.
Marketing is a cumulative process, like
a hurricane. Each marketing effort builds
on what you’ve done in the past. One-shot
marketing events rarely produce business
so save your money and your time.

Mistake #2: Not MARKETING TO
THEIR OWN CLIENTS
Most CPAs miss the proverbial boat
when it comes to marketing services to
their existing clients. Why? I find that
some CPAs, for whatever reason, are
afraid to discuss additional services.
Some have tried and failed, some don’t
“have the time” and most simply do not
know how.
Yet, the best business generators in the
accounting profession generate approxi
mately 70% of their new, incremental
business from sales of additional services
to their existing clients as well as client
referrals.
Most CPAs ignore their own backyard,
and other professionals wind up selling
services to the CPA’s existing clients that
could be provided by the firm. After inter
viewing thousands of large and small
clients of CPA firms over the years, I dis
covered that most do not even know what
other services their CPAs can perform for
them. Even worse, it is these other profes
sionals that your clients use (instead of
you) that infect the client relationship.
Once you have another professional doing
work for your client, the relationship is
now at risk because outsiders try to bring
their buddies into your client relationship.
At the same time, it’s also important to
continue to market to your clients over
and over again, because you are compet
ing with so many other messages aimed at
them. Your message will take a while to
sink in.
Most CPAs also conduct interviews
about financial planning in the wrong
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places. The place to conduct these inter
views is never in the client/prospect’s
office. There are simply too many dis
tractions. The initial interview should
always take place away from where the
“walls have ears” and where the
client/prospect can feel free to share with
you his or her concerns, worries and
problems about the present, past and
future. The best business generators in
the accounting profession conduct many
of their most important meetings over
lunch in restaurants for these exact same
reasons.

Mistake #3: Searching for TOO
MANY REFERRAL SOURCES
A significant portion of your new busi
ness—20% to 30%—needs to come from
referral sources. What if your percentages
differ? You may be doing something very
right (e.g., getting a lot of new work from
clients), but you still might be ignoring
your referral relationships.
CPAs tend to look at referral relation

ships as a numbers game, believing that
the more attorneys they know, the more
people who will send them business. Not
necessarily. The best business generators
in our profession often have FEWER
referral sources than their less productive
rivals. They invest their marketing time,
finding a handful of referral sources
(allies) who will develop close, friend
ship-based relationships, and then nurtur
ing those relationships.
In today’s competitive business envi
ronment, being technically proficient is
not enough. You need good business
generation skills, if you want to succeed
financially. Thus, marketing is now a
necessary professional skill. If you iden
tify with any of the three most common
mistakes made by CPAs, consider the
suggestions discussed in this article.
They will improve your marketing effec
tiveness and help more clients and
prospects live safer, worry-free and hap
pier lives because of the valuable finan
cial consulting services you offer. ♦

MarkeTiNg 101

The I-Hate-Marketing-My-Practice
Course for CPAs
New business is the lifeblood of any
CPA practice says Allan S. Boress,
CPA, author of “The Three Biggest
Mistakes CPAs Make in Marketing
Financial Planning Services.” As CPA
financial planners, you need to have
business-generation skills if you want
to have a successful PFP practice.
However, many CPAs are not inherent
ly good marketing people. But Allan S.
Boress and Mike Cummings, president
of Sage, Inc., specializing in profes
sional services marketing for CPA
firms, change that perception with their
self-study course, the I-Hate-Market
ing-My-Practice Course for CPAs.
Boress and Cummings share their
experience and knowledge of how you
can market your financial planning ser
vices effectively. Using proven princi
ples and techniques, you can learn how to
build your PFP practice, make it more
profitable and enjoyable for you and help

protect your clients from the competition.
The authors cover topics, such as
building a highly effective and system
atic personal marketing plan; selecting
and working the right charitable, social
and business organizations to maximize
referrals and new business; and build
ing dynamic alliances with people who
could be sending you more business.
If you want to learn how to market
your financial planning services more
effectively and make your practice
more profitable, order the I-Hate-Mar
keting-My-Practice Course for CPAs
(product code No. 730451PL). Avail
able through the AICPA Continuing
Professional Education Division for
$115, this course is good for eight CPE
credits. To order, call 1-800-862-4272
and select Customer Service (submenu
# 1). Be sure to have the product code
number and your membership number
available for faster service. ♦

AICPA PFP Division

PFS Exam Date Nears
The 1993 Personal Financial Special
ist (PFS) examination on September 10 is
fast approaching. If you have not signed
up for the examination, you have until
September 3. You can call 1-800-TOAICPA (1-800-862-4272) for an applica
tion and a PFS Candidates Handbook or
you can find an application in the Per
sonal Financial Planning Manual.
The Personal Financial Planning Divi
sion makes the examination more acces
sible to PFS candidates by soliciting the
help of state CPA societies. This year, 41
state societies and chapters have volun
teered to be examination sites (see listing
below). If there is a sufficient number of
candidates, another testing site can be
arranged. Contact Bernice Sobel at (201)
938-3193 for additional information.
If you cannot take the September 10
examination, you can sign up for the next
examination, given on January 9, 1994,
in Tampa, Florida, in conjunction with
the Personal Financial Planning Division
Technical Conference held at the Hyatt
Regency Westshore, at which you can
earn more than 20 hours of CPE credit. ♦

1993 Exam Sites
Albuquerque, NM
Atlanta, GA
Bedford, NH
Bellevue, WA
Boston, MA
Buffalo, NY
Charleston, WV
Chicago, IL
Dallas, TX
Dublin, OH
Englewood, CO
Farmington Hills, MI
Grand Forks, ND
Hartford, CT
Honolulu, HI
Houston, TX
Indianapolis, IN
Kenner, LA
Lincoln, NE
Little Rock, AR
Lutherville, MD

Los Angels, CA
Minneapolis, MN
Montpelier, VT
Nashville, TN
New York, NY
Oklahoma City, OK
Philadelphia, PA
Phoenix, AZ
Pittsburgh, PA
Providence, RI
Raleigh, NC
Redwood, CA
Roseland, NJ
San Antonio, TX
St. Louis, MO
Sioux Falls, SD
Topeka, KS
Washington, DC
West Columbia, SC
West Des Moines, IA
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PLANNER
Distributions from
Qualified Plans and the
New Withholding Rules
Continued from page 1
by the Unemployment Compensation
Amendments of 1992 (UCA) and a series
of proposed regulations issued in Octo
ber of 1992.

The Old Law
Prior to 1993, distributions from
retirement plans could only be “rolled
over” if the distribution was a “qualified
total distribution,” or 100% of a partici
pant’s account balance. A distribution
also could be rolled over if it was a “par
tial distribution,” but only if the amount
was greater than 50% of the participant’s
account balance.
A rollover generally was accom
plished by an individual receiving a dis
tribution from a qualified plan or an indi
vidual retirement account (IRA) and
depositing the distribution into another
plan or IRA within 60 days. The plan
trustee making the distribution was
required to inform the participant of the
tax implications of the distribution, and
the participant was required to elect
whether to have federal income tax with
held on the money. If the participant
elected not to have anything withheld,
and the eligible amount was rolled over
within the 60-day grace period, the partic
ipant incurred no immediate tax liability.

The New Law
The UCA made several changes to the
distribution and rollover rules. First, the
UCA changed the laws regarding
amounts that are eligible for rollover
treatment. Eliminating the definitions of
qualified total distributions and partial
distributions, the UCA provides that any
amount may be rolled over if it is an “eli
gible rollover distribution.” Eligible
rollover distributions include all distribu
tions from qualified retirement plans
except the following:
■ Annuities paid over the life expectan
cy of the participant.
■ Installments that span 10 years or more.
■ Required minimum distributions at age
70⅟2.
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■ The return of excess contributions to a
401(k) plan.
■ Deemed distributions of the cost of life
insurance in a qualified plan, or PS-58
costs.
■ Deemed distributions upon the default
of an employee loan.
Second, plans must provide employ
ees with the option of having the distrib
ution paid directly to an IRA or another
qualified retirement plan. If the employ
ee does not elect a direct rollover, he or
she may still roll over the distribution, as
long as it is accomplished before the
expiration of the 60-day grace period.
Third, the most sweeping change in
the existing legislation is the addition of a
mandatory 20% withholding tax on all
eligible rollover distributions that are not
directly transferred into a retirement plan
or an IRA. This withholding applies to all
distributions, whether they are subse
quently rolled over within the 60-day
period or not.

Eligible Rollover Distributions
The ability to roll over virtually any
distribution from a qualified plan is one
of the welcome changes in the new legis
lation. In the past, amounts that could be
rolled over were very limited, and many
participants found themselves in situa
tions where they were forced to include
distributions from qualified plans in their
income sooner than they intended. Prior
to 1993, CPAs needed to be concerned
with what amounts could be rolled over
under the restrictive definitions in the
Internal Revenue Code. Now, they have
a short list of what cannot be rolled over.
Fortunately for participants, most distrib
utions now qualify for this favorable tax
deferment option.
The Direct Rollover Option
The direct rollover, or the trustee-totrustee transfer as it is sometimes called,
is a distribution that is completed
between the trustees of two eligible
retirement plans or IRAs. Beginning Jan
uary 1, 1993, all plans must offer partici
pants the option of having their distribu
tion paid directly to another plan. This
new rule is mandatory, and all plan docu
ments must be amended to comply with
the change in the law. There is no
AICPA PFP Division

requirement that compels a plan to accept
a direct rollover, although most will.
Participants need to be informed of
their rights to make a direct rollover in a
notice provided by the plan administrator
no less than 30 days and no more than 90
days before the distribution. If the partic
ipant elects a direct rollover, the plan
trustees may either pay it to a qualified
plan or IRA, or they may give a check to
the participant, provided that it is made
payable to a qualified plan for the benefit
of that participant. For administrative
convenience, an employer may exclude
distributions that are less than $200 from
the direct rollover option.

The 20% Withholding Requirement
Prior to 1993, employees could elect
to avoid tax withholding on their distrib
utions from qualified plans. For all distri
butions made after December 31, 1992,
this is no longer optional. If the distribu
tion received qualifies for rollover treat
ment under the new law, and that amount
is paid to the employee as opposed to
being directly rolled over into another
plan, the plan administrators must with
hold 20% of the distribution that is paid
directly to the employee. The employee
must gross up the distribution by the
amount withheld. Otherwise, the 20%
withholding is considered a distribution
and is subject to a 10% early distribution
tax.
As in the direct rollover requirements,
an employer may elect not to withhold
money on distributions in amounts less
than $200.

Issues Under the New Law
Although the changes in the rollover
and withholding rules might seem to be
fairly straightforward, there are several
issues that could arise from the new
requirements. One common situation that
might pose a problem under the new law
is the distribution of a life insurance pol
icy from a qualified plan. All IRAs, and
many qualified plans, do not allow for
the rollover of a life insurance policy.
Participants desiring to keep their poli
cies while taking a distribution in this sit-

Continued on page 8
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The AICPA’s Revised Certificate of Educational Achievement Program in Personal
Financial Planning: Developing Strategies and Providing Services
The American Institute of CPAs Con
tinuing Professional Education Division
will launched its five-course, 72-hour
Personal Financial Planning Process Cer
tificate of Educational Achievement Pro
gram (PFPP CEA) through 18 sponsoring
state CPA societies in June. The new pro
gram replaced the existing seven-course
series introduced in 1987, and was devel
oped in response to comments and recom
mendations from PFP Division members,
PFP CEA graduates and others.
The new PFPP CEA program is built
around a real world, “life cycle”
approach to personal financial planning.
It provides training in distinct aspects of
the personal financial planning process,
such as managing a PFP engagement,
preparing investment and retirement
funding plans and advising on the trans
fer of an estate or closely held business.
Bill Free, AICPA senior marketing
coordinator, interviewed James H. Wil
son, CPA/PFS, director in charge of per
sonal financial planning with the firm of
Blackburn, Childers and Steagall, Bris
tol, Tennessee, and member of the PFPP
CEA Task Force, about the new program
and how CPAs can benefit from it.

Free: Why did you decide to get
involved in the new PFPP CEA Pro
gram?

Wilson: I have a long history of provid
ing PFP services and feel that the future
of the accounting profession lies in non
traditional services. Where I practice,
there is a good deal of what I call “quiet
wealth” — ordinary folks with savings
who are looking for ways to put it to
work. I feel this is the case in other places
as well. If PFP is a viable service in Ten
nessee, it can work anywhere.
I also enjoy teaching. Working on the
program has given me a chance to stay
close to the education process.
Free: You were involved in the original
PFP CEA Program. What are the princi
pal differences between the two? How do
you feel that the new program improves
on the original?

Wilson: The original program focused on
individual topics instead of the process of
personal financial planning. While the
technical elements are critical, it is the
ability to implement these elements that
enables practitioners to do financial
plans. The premise of the new PFPP CEA
Program is to ensure that participants will
be qualified to become planners and be
able to prepare financial plans.

Free: Practicality seems especially
important in a program like this one.
Does the new program provide the kind
of training PFP practitioners are looking
for?
Wilson: Absolutely. We use the phrase
“developing strategies and providing ser
vices” to emphasize the hands-on nature
of the program. At the conclusion of each
course, participants should be able to
provide specific client services. In my
course, Developing Strategies and Pro
viding Services: Wealth Utilization and
Transfer, participants should be able to
prepare a modular plan addressing retire
ment and estate planning issues.

Free: What are the key challenges facing
the PFP practitioner today? How does the
new PFPP CEA Program address these
challenges?
Wilson: Marketing is the biggest chal
lenge. Too many practitioners get tied up
in tick marks and tax returns — the tradi
tional “comfort zone” — to remember to
ask, “How can I offer expanded services
to this client?” File rooms are a great
marketing resource — you have to make
good use of them. I am constantly
reminding my staff that there is gold in
those files.
Breaking out of your comfort zone is
another challenge. Developing Strategies
and Providing Services: Putting the
Process into Practice (PFPP1) addresses
the psychological issues of dealing with
the client and how to break out of the
comfort zone. Subsequent courses deal
with marketing issues through the case
study method, which I think is an excel
lent way to approach these things.

AICPA PFP Division

Free: How can the new PFPP CEA Pro
gram benefit practitioners working
toward Personal Financial Specialist
(PFS) accreditation? How about those
who are already PFS practitioners?
Wilson: Being a PFS practitioner, I think
the new PFPP CEA Program and the PFS
accreditation process are complemen
tary, primarily because of the case study
approach. The case studies provide the

“The future of
the accounting profession
lies in nontraditional
services. ”
hands-on training needed to offer PFP ser
vices. Firms with an established PFP prac
tice can send their staff members to the
program for additional training. In fact, I
am planning to send some of my staff. ♦
Knowledge and Know-How

Upon completion of the new PFPP
CEA Program, participants will be
able to:
■ Understand the PFP process and
the unique interpersonal and tech
nical skills involved.
■ Identify and act on opportunities for
providing more services to clients.
■ Implement the PFP process during
planning engagements.
■ Provide clients with guidance on the
management of their financial affairs.
■ Be able to successfully complete
modular PFP planning engagements.
■ Apply the interpersonal and tech
nical skills necessary for success
in PFP engagements.
In summary, then, with knowledge
and know-how, you can expand your
practice and increase your profitabili
ty. For more information about the
PFPP CEA Program, contact La
Tanya Junior of the AICPA CPE Divi
sion at 1-800-TO-AICPA (862-4272)
submenu #4. ♦
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PLANNER
Distributions from
Qualified Plans and the
New Withholding Rules
Continued from page 6

uation will have two choices. The first
option is to “buy” the policy from the plan
by paying the cash surrender value of the
insurance to the plan, then rolling over the
proceeds from the “sale” into a qualified
plan or IRA. The second option is for the
participant to take a distribution of the
policy, which results in several immediate
tax consequences to the employee. The
plan administrator must withhold 20% of
the cash surrender value from the partici
pant’s account balance, and the employee
must include the cash surrender value in
his or her gross income. Additionally,
beware that the cash surrender value is
deemed a distribution if the participant is
under age 59⅟2 and may be subject to the

10% early distribution tax.
Distributions of property from a quali
fied plan can also cause a problem under
the new law. If a plan distributes property,
such as stock, directly to the participant,
the plan administrator must withhold 20%
of the fair market value of the distribution.
If the participant receives a distribution of
property and cash, the withholding on the
entire amount can come from the cash
portion. However, if the distribution is all
or mostly property, the plan will need to
sell sufficient property to fulfill the with
holding requirements. With some proper
ty, such as limited partnership interests or
other illiquid assets, this can pose a prob
lem that CPAs should recognize.
CPAs should also watch for clients
who are age 70⅟2 and taking minimum dis
tributions from qualified plans. As previ
ously stated, minimum distributions are
not eligible for rollover distributions;
therefore, they are not subject to the with

holding requirements. However, the 20%
withholding requirement will apply to any
amount that participants receive in excess
of their minimum distribution. For exam
ple, if a participant’s minimum distribu
tion is $500, and that participant receives
a $700 distribution, $40, or 20% of $200,
must be withheld from the amount actual
ly received.
Finally, planners should rethink the
way they look at rollovers. Virtually any
distribution to a participant from a quali
fied plan is subject to the new withholding
requirements. If the entire amount is not
directly rolled over within the 60-day
grace period, 20% of the distribution must
be withheld. If the net balance is then sub
sequently rolled over within the grace
period, the participant must gross up the
contribution to avoid current taxation.
Otherwise, the withheld taxes will be con
sidered a distribution and may also be sub
ject to the 10% early distribution tax. ♦

Coming Soon! Look for Statements on Responsibilities in Personal Financial Planning Practice

Number 2, Working With Other Advisers, and Number 3, Implementation
Engagement Functions and Responsibilities, in your mailbox.
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